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, DEPARTMENT REQUESTS ACTION POSTS’ASSESSMENT OF HOST 
COUNTRY ATTITUDES AND LEVEL OF INTEREST RE OCTOBER 24-28 
IRON ORE PREPCON UNDER UNCTAD INTEGRATED COMMODITIES PRO- 
GRAM. INFORMATION ALSO REQUESTED ON HOST COUNTRY 
PERCEPTIONS OF OTHER PARTICIPANTS' POSITIONS-PARTICULARLY 
THOSE OF MEMBERSHIP OF ORGANIZATION OF IRON ORE EXPORTING 
COUNTRIES (AIOEC). RESPONSE NEEDED BY OCTOBER 7. 

2. PARAS BELOW CONTAIN PRECIS AND COMMENTS ON SECRETARIAT 
POLICY DOCUMENT (TD/B/IPC/IRON ORE/3) PREPARED FOR MEETING 
WHICH MAY BE USEFUL IN DISCUSSIONS. (FYI: SECRETARIAT 
BA-KGROUND AND STATISTICAL REPORTS WERE MYSTERIOUSLY WITH- 
DRAWN AFTER BRIEF CIRCULATION. THUS, BASIS OF SOME CON 
CLUSIONS. WHICH ARE PUZZLING, CANNOT BE CHECKED). 

3. REPORT ASSERTS THAT ALTHOUGH THERE IS NO SINGLE MARKET 
OR SET OF PRICES FOR IRON ORE, PRICE MOVEMENTS HAVE BEEN 
SUCH THAT CURRENT REAL PRICES ARE BELOW THOSE OBTAINING IN 
MID- 1950'S. EXPORTS OF MOST PRODUCERS HAVE INCREASED 
ENOUGH IN VOLUME TO PROVIDE GROWTH IN EARNINGS, BUT 

CONTINUATION OF CURRENT STEEL RECESSION WITH THE EXISTING 
EXCESS IRON ORE CAPACITY IS LIKELY TO BRING ABOUT 
DETERIORATION IN PRODUCER EARNINGS. LDC IRON ORE EXPORTS 
(45 PERCENT OF WORLD TOTAL), REPORT CONTINUES, HAVE HIGHER 
AVERAGE FE CONTENT AND LOWER UNIT VALUE THAT DC EXPORTS, 
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AND LDC PRODUCTION OF SINTER AND PELLETS IS DISPROPORTION- 
ATELY SMALL. SECRETARIAT IDENTIFIES REAL PRICE DECLINE 
AS KEY ISSUE AND ATTRIBUTES IT TO CONSTANT PRESSURE ON 
MARKET OF SUPPLIES OF NEWLY DISCOVERED RICH ORE, WHICH 
HURTS LESS PRODUCTIVE EXPORTERS AND PASSES GAINS FROM 
HIGHER PRODUCTIVITY IN NEW AREAS PREDOMINANTLY TO CON 
SUMERS. 

4. TO REMEDY ABOVE SITUATION REPORT PROPOSES MEASURES TO 
HOLD FOB PRICES AT "REMUNERATIVE AND JUST” LEVELS WITH 
"BROAD CORRESPONDENCE BETWEEN THE PRICE OF IRON ORE AND 
MOVEMENTS IN THE PRICES OF MANUFACTURED GOODS IMPORTED BY 
THE DEVELOPING COUNTRIES OR MOVEMENTS IN THE PRICE OF 
STEEL OR MOVEMENTS IN THE PRICES OF AN ASSOCIATED RAW 
MATERIAL (E.G. COKING COAL)..." OR AT AN APPROPRIATE 

LEVEL NOT TIED TO A PRICE INDEX. SECRETARIAT REJECTS 
BUFFER STOCKING AS TOO EXPENSIVE RELATIVE TO UNIT VALUE 
AND INFEASIBLE FOR TECHNICAL REASONS BUT RAISES 
POSSIBILITY OF COMMODITY AGREEMENT USING EXPORT, PRODUC- 
TION, AND CAPACITY EXPANSION QUOTAS ALL FAVORING THE LDC 
EXPORTERS (REPORT DRAWS ANALOGY TO STEEL INDUSTRY PRACTICE 
OF ATTEMPTING TO ADJUST QUANTITY RATHER THAN PRICE IN 
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RESPONSE TO MARKET DOWNTURNS), INTERNATIONAL COORDINATION 
OF NATIONAL INVENTORIES, OR, ALTERNATIVELY, FIXED PRICE 
BANDS FOR REFERENCE GRADES OF ORE. REPORT SUGGESTS LONG- 
TERM BILATERAL CONTRACTS TO REINFORCE ABOVE MEASURES 
ALONG WITH CHANGE FROM FOB TO C & F MARKETING AND GREATER 
USE OF LDC OWNED VESSELS TO INCREASE LDC EARNINGS FROM 
MARKETING AND TRANSPORT. REPORT MENTIONS COMPENSATORY 
FINANCING BUT SAYS IT IS INCONSISTENT WITH OBJECTIVE OF 
UNCTAD PROGRAM TO IMPROVE THE COMMODITY MARKETS THEMSELVES. 
DOCUMENT CONCLUDES WITH SUGGESTION THAT PRODUCER/CONSUMER 
FORUM WOULD BE USEFUL IN FILLING MAJOR GAPS WHICH EXIST 
IN KNOWLEDGE OF MARKET BUT ONLY AS A PRELUDE TO ACTION. 

5. USG BELIEVES SCHEME OUTLINED BY SECRETARIAT WOULD 
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PENALIZE CONSUMERS BUT ALSO WORK TO DISADVANTAGE OF HIGHLY 
"OMPETITIVE PRODUCERS (E.G. AUSTRALIA AND BRAZIL), WHO 
WISH TO EXPAND THEIR EXPORT VOLUME AND MARKET SHARES, AND 
THAT THESE COUNTRIES WILL PROBABLY OPPOSE IT. PROGRAM TO 
RAISE PRICE WOULD IMPROVE THE COMPETITIVENESS OF FERROUS 
SCRAP AND OF OLDER IRON ORE PRODUCING AREAS SUCH AS FRANCE, 
SWEDEN, CANADA AND THE US (UNLESS SPECIFIC MEASURES 
ARE TAKEN TO PREVENT THIS) 

AND MAINLY HURT THE COASTAL STEEL COMPLEXES IN JAPAN AND 
THE EC, WHICH RECENT STUDIES INDICATE, MAY HAVE A 
COMPETITIVE EDGE IN IRON ORE COSTS THROUGH IMPORTS OF HIGH 
GRADE ORES FROM THE MOST COMPETITIVE SUPPLIERS VIA LARGE 
BULK CARRIERS. 

6. THE USG WOULD BE PREPARED TO CONSIDER, AND POSSIBLY 
SUPPORT, THE ESTABLISHMENT OF A PRODUCER/CONSUMER FORUM. 

IT IS OUR UNDERSTANDING THAT THE UNCTAD AND THE AIOEC 
SECRETARIATS ARE ANXIOUS TO AVOID A REPETITION OF THE 
INCONCLUSIVE RESULTS OF THE JUNE MANGANESE PREPCON AND 
THAT AIOEC LEADERSHIP MAY WISH TO USE THE UNCTAD EXERCISE 
TO RALLY ITS OWN MEMBERSHIP TO A MORE ACTIVE STANCE ON 
IRON ORE QUESTIONS. HOWEVER, GIVEN THE CONFLICTS OF 
INTEREST AMONG THE AIOEC MEMBERS, WE DOUBT THEY WILL BE 
ABLE TO AGREE ON MORE THAN HOLDING A PRODUCER/CONSUMER 
DIALOGUE THROUGH UNCTAD. 

7. PI .EASE PROVIDE NAMES AND/OR LEVEL OF REPRESENTATIVES 
IF AVAILABLE. CHRISTOPHER 
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